This paper analyses the relationship between social responsibility and financial performance of Brazilian companies. This subject has been largely studied and presents many discussions and different points of view. There are a considerably number of research that tries to link social responsibility and financial performance. However, there is not a fully established consensus about the issue. Despite a great number of empirical researches regarding this subject, there are few studies in the Brazilian market. We analyze 515 Brazilian companies listed on BM&FBovespa from 2001 to 2007 and check which companies have disclosed the IBASE social report, which proposes a standardized methodology for social reporting and allows us to compare companies in different sectors over time.
Introduction
After years of prosperity and progress in several areas, the world economy begins to show some serious consequences of this process. Large corporations have grown and become internationalized over time, and have been certainly the driving forces behind the progress. Besides bringing economic progress, companies also have a deep social impact in society (Mintzberg (1984) ).
For a long time, perhaps because of the huge profits of companies, there has been a great myopia in relation to side effects of human actions and there has not been adequate attention to important issues such as environmental degradation and social inequality (Freeman, Martin and Parmar (2007) ). Several recent events such as global warming, environmental damage and increased crime corroborate this finding.
Another undeniable evidence is the growing awareness of the general population to the dangers and threats of social and environmental impacts. Thus, customers, employees, suppliers, community, and government tend to put pressure on companies to act with social and environmental responsibility to pursue their goals.
In this scenario, a dilemma emerges for companies: does investing in social responsibility bring some kind of economic reward for the company? In other words, do firms that adopt good social practices have superior financial performance?
Among those who think that investing in social practices is detrimental to the performance of a company stands out Friedman (1970) . Friedman argues strongly against social investments and that the government and individuals should care about society, but it should never be responsibility of companies. For the author, the goal and raison d'être of a company are to generate more money for their shareholders. Friedman goes further and asserts that the true social responsibility of companies is to increase their profits.
Friedman adopts a discourse that can be interpreted as too radical. However, his view is certainly shared by many academics and business executives. Responsible investments are, in most cases, costly and the return is often uncertain and long term. Therefore, companies that choose to do this kind of investment may find themselves at a competitive disadvantage, since competitors may be allocating the same resources into improvements in their product or production process.
Since the publication of the famous article by Milton Friedman, the economic landscape has changed in an increasingly dynamic. It is essential that companies monitor these changes when establishing their strategies for the future. Prahalad and Hamel (1994) attribute the collapse of some of the most powerful companies in the world to the inefficiency of its managers to anticipate and respond to new competitive realities. New forces are reshaping the landscape of industry competition and the sources of competitive advantage have also changed. The concern with social actions and changes in customer expectations are among the forces that tend to push the change of behavior of corporations in the coming years.
Freeman, Martin and Parmar (2007) presented the idea of "stakeholder capitalism", a capitalism based on ethics and morals, which sees the relationship with stakeholders as essential to creating value for the company. Unlike proposed by Friedman (1970) , the company's focus should not confine itself to generate wealth for shareholders, but creating welfare for those groups that are affected by or affect the company.
Who shares this view believe that there may be rewards for practicing social responsibility, or believes that the costs incurred in implementing such actions are overcome by better results due to a possible better reputation. There are several examples where this can happen: a company that invests in recyclable packaging that pollutes less can win customers who value environmental aspects and thus generate more wealth; companies that give benefits to their employees can motivate them and achieve results better or tend to attract the most qualified professionals.
By taking measures that are beyond the rules imposed by the laws, companies are less subject to fines and dissatisfaction and may be perceived as less risky and more attractive to investors and lenders, and may even get better credit terms. On the other hand, companies that do not commit to social aspects may conflict with some of its stakeholders and be victims of boycotts, strikes and even destruction of some physical assets (Ruf et al. (2001) ).
By generating much discussion and present opposing viewpoints, the subject has been widely debated by academics and by managers of companies over more than four decades. There are many studies that attempt to relate social performance with financial performance of companies. There is, however, no consensus on the issue.
Despite a huge range of empirical research on this topic, there are few studies addressing this issue in Brazil. This study examines the relationship between social responsibility and financial performance of Brazilian companies, and tries to answer the following questions: (i) The work is divided into five sections. In section 2, we present the literature review. Section 3 shows the data and methodology, and section 4 presents the results. In Section 5, we present the conclusion and final comments.
Literature Review
There has been a great number of works dealing with the relationship between financial performance and social responsibility of companies. Despite more than 40 years of research and discussions on the subject, the matter is far from consensus among academics and professionals.
The greatest difficulty in such studies is to determine the best way to measure social performance and define which companies actually have good social performance. According to Becchetti et al. (2008) , a stricter definition of social responsibility says that it is directly related to the adoption of practices that positively affect the welfare of stakeholders of the firm. That is, companies do more than just follow the laws (McWilliams and Siegel (2000)).
The concept of social responsibility is very broad and comprises many variables. The perception of which variables is more or less important varies from individual to individual, which brings a great subjectivity to the concept. As a result, previous studies present a wide range of methodologies to get an accurate measure of the social performance of companies. Moreover, there is a huge discussion on how to relate social responsibility to financial performance. Aupperle et al. (1985) criticize the simplicity of many methodologies and argue that some studies have emotional interpretations and ideologies that tend to influence the results.
Besides the disagreements over the methods used to verify the relationship between social and financial performance, the results obtained in earlier studies are also different. Some authors find a positive relationship, others find negative relationships, and some find no significant relationship between financial and social variables. Ullmann (1985) attributes the inconsistency of the results to different methods of measuring social performance.
The way to evaluate the social performance of companies is the most critical and controversial subject of current research. In most cases, this performance is evaluated by third parties, who are subject to biases and prejudices. The methods are often subjective and often questionable. In Brazil, there is little research on the relation between financial performance and social practices. The number of works started to grow after the launch of the Sustainability Index (ISE) of BM&FBovespa in 2005. The ISE aims to measure the return on a theoretical portfolio composed of companies best classified in terms of social and environmental responsibility.
Cavalcante, Bruni and Costa (2009) 
Data and Methodology
We analyze 515 Brazilian companies listed on BM&FBovespa from 2001 to 2007. To measure the social performance, we verify which companies disclose the social report according to the IBASE model. IBASE created the social report in 1997, and its main goal was to develop a culture of transparency in disclosing the social practices by companies. In late 2009, IBASE decided to finish the project by considering that the main goal of the social report (to motivate the transparency of companies in their social relations) was already completed.
We use the IBASE database, since it proposes a standardized methodology for social reporting. Although many companies already disclose their own social data, there is no rule requiring such disclosure in the Brazilian market. Thus, companies that provide social reports make them voluntarily and present them in different ways. Since the IBASE model is standardized, we can do comparisons between companies in different sectors of the economy. Moreover, we can compare the social performance of the same company over time.
The IBASE social report is divided into 5 major groups, which are composed by several items. The five main groups of indicators are: external social, internal social, environment, employees, and corporate citizenship. All expenditures incurred on each item are reported in absolute values, in percentage of total wages, and in percentage of net revenue. To facilitate comparison between companies, we use the percentage of net revenues to measure social investments in this study. The complete model of the IBASE social report can be viewed in the Appendix.
Since we wish to examine the relation between social responsibility and financial performance, we focus only on the first 2 items of the IBASE social report: internal and external social indicators. Internal social indicators are directed to firms' employees, such as social security contributions, private pension plans, food, health and safety benefits, occupational medicine, education, professional development, day care assistance and profit sharing. External social indicators benefit people outside the firm, such as investments in education, culture, health and sanitation, housing, sports, leisure and recreation, childcare, food security, and other taxes.
A point open to criticism of both social indicators is the presence of items that relate to compulsory taxes and social security contributions. As such expenditure is an obligation for the company, this should not be considered a voluntary action with social aspects. In this paper, we create new internal and external social indicators, referred to herein as "voluntary social indicators", which are the same indicators explained above except for the expenditures on compulsory taxes and social security contributions.
It is noteworthy that not all companies fulfill all items of IBASE social report. Moreover, since the IBASE social report is not audited, some companies disclose only the items that have large investments, a fact which undoubtedly brings limitations to the study. To analyze the relationship between social responsibility and financial performance, we use 3 performance measures (2 accounting indicators and 1 market variable), which come from the Economatica database. Regarding accounting ratios, we use ROA (return on assets, measured by the ratio of operating profit to total assets) and ROE (return on equity, measured by the ratio of net income to net worth). For market indicator, we use P/B (price-to-book, measured by the ratio of market value to book value of shares).
Our first analysis aims to test hypothesis 1, that is, if companies that provide information about their social investments through the IBASE report have superior performance. For this, we split our database into two groups according to the disclosure of the IBASE report and compare the performance (ROA, ROE, and P/B) between the two groups. We use the Mann-Whitney test to examine whether there are significant differences between the performance of both groups.
Our second analysis is to run a regression model to examine the relationship between financial performance and social investments. Since our sample includes 515 companies over 7 years, we run a fixed-effects panel to examine the relationship between financial performance and disclosure of social investments in the IBASE model. We test other panel models (fixed and random effects) but the Hausmann test indicates that fixed-effects models are more appropriate. The models are estimated according to the following equation:
where PERF is the company's financial performance (measured by ROA, ROE and P/B), SOCREP is a dummy variable that takes the value of 1 whether the company discloses the IBASE social report, SIZE is firm size (logarithm of total assets), LEV is firm leverage (the ratio between liabilities and total assets), and GRO is the average annual growth of sales over the past three years.
To test the hypothesis 2, we run a fixed-effects panel to examine the relationship between financial performance, and social investments. For this stage of the study, we use only those companies that have disclosed the IBASE social report in the period. We included 3 variables in the model: internal, external and total social indicators (sum of internal and external social indicators). To test the robustness of our results, we also use these three social indicators without considering compulsory taxes and social security contributions ("voluntary social indicators"). The models are estimated according to the following equation:
where PERF is the company's financial performance (measured by ROA, ROE and P/B), SOCINT is the internal social indicator (sum of the following items, as a percentage of net revenue: social security contributions, private pension plans, food, health and safety benefits, occupational medicine, education, professional development, day care assistance and profit sharing), SOCEXT is the external social indicator (sum of the following items, as a percentage of net revenues: education, culture, health and sanitation, housing, sports, leisure and recreation, childcare, food security, and other taxes), SOCTOT (sum of SOCINT and SOCEXT), SIZE is firm size (logarithm of total assets), LEV is firm leverage (the ratio between liabilities and total assets), and GRO is the average annual growth of sales over the past three years. Besides the above social variables we also use the voluntary social investments: voluntary internal social (SOCINTV), voluntary external social (SOCEXTV) and total voluntary social (SOCTOTV). Table 1 shows the descriptive statistics of variables used in this study. On average, Brazilian firms in our sample have high profitability (ROA of 3.3% and ROE of 10.3%), P/B of 1.5, low leverage (26%) and good growth opportunities (16% of historic annual sales growth). The first analysis aims to test the hypothesis 1, that is, if companies that provide information about their investments through the IBASE social report have superior financial performance. For this, we split our sample into two groups according to the disclosure of the IBASE social report and compare the results of financial variables (ROA, ROE, and P/B) between the two groups. We used the MannWhitney test to examine whether there is significant difference in financial performance between the two groups of companies. Table 2 shows the results. Companies that publish IBASE social reports have higher performance (ROA, ROE and P/B) when compared to companies that do not disclose it. The ROA, ROE and P/B of IBASE-disclosing firms are 4.6%, 15.5% and 1.5, significantly higher than those of non-disclosing companies (2.3% 10.6% and 1.2, respectively). The differences are significant both in statistical and economic terms.
Results

Table 2. Financial Performance and IBASE Social Disclosure
Measures of financial performance (ROA, ROE, and P/B) of Brazilian listed companies from 2001 to 2007, classified into two groups according to the disclosure or not of the IBASE social report. The definition of the variables can be seen in section 3. We carried out the Mann-Whitney test to verify whether the average performance of two groups of companies is different. ***, ** and * denote statistical significance at 1%, 5% and 10% respectively. Table 3 shows the results of the fixed-effects panel models to examine the relation between financial performance and disclosure of social investments through the IBASE model. Similar to the results in Table 2 , companies that publish IBASE social report have superior performance. The coefficients on SOCREP are positive and statistically significant at 1% for all 3 performance variables. We also can see that performance is positively related to firm size and negatively related to leverage. Even after controlling for firm size and leverage, there is a positive effect of social disclosure and performance. Table 4 shows the results of fixed-effects panels to examine the relationship between financial performance and social investments (internal, external and total social indicators).
Companies that invest more in social actions have higher ROE and P/B. There is a significantly positive relation between ROE, external and total social indicators (at 5% and 1% levels, respectively). There is no relation between ROE and internal social indicators. For P/B, all three social indicators have positive and significant coefficients. It is interesting to note that we find no relation between social investments and ROA. Although the coefficients are positive, they are not statistically significant. Table 5 shows the results of the panel models to examine the relation between financial performance and voluntary social indicators. The results indicate that all performance measures (ROA, ROE, and P/B) are positively related to voluntary social investments. In contrast to the previous analysis, we find a positive relation between ROA and all social indicators (mostly at 1% significance level). In the case of ROE, all social indicators have positive coefficients at 1% level, even the internal indicators, which were not significant in Table 4 . Further, the relation of P/B and all social indicators also remains significantly positive. Comparing the results of Tables 4 and 5 , we note that the statistical significance of the coefficients of voluntary social indicators is even stronger than those presented in Table 4 . Overall, as expected, we can conclude that voluntary social indicators are much more important than social practices that are mandatory due to legislation.
Conclusions
Social responsibility is a topic that has been widely studied by academics and executives. There are many studies that attempt to analyze the relation between social investments and with financial performance, but there is no consensus. Despite a huge empirical research on this topic, there are few studies addressing this issue in Brazil.
The objective of this study is to analyze the relationship between social investments and financial performance of companies in Brazil. As in previous research, conducted mainly in developed countries, the main limitation of this kind of study is to find a consistent database on social practices. We use the IBASE social report, since it has a standardized assessment of social practices and allows us to compare the investment in social practices of different companies over time. The paper also examines whether greater transparency of social practices brings benefit to companies.
By analyzing 515 Brazilian companies from 2001 to 2007, we provide evidence that firms that disclose IBASE social reports have higher price-tobook and profitability (ROA and ROE), suggesting that transparent companies are valued by society and the market.
We also show that companies that invest more in social practices have higher performance. The so-called "voluntary" social indicators, which do not include compulsory taxes and social security contributions, have a strong positive on firm value and profitability. Overall, our study concludes that disclosing and investing in social practices brings financial and non-financial benefits that are greater than the costs incurred to implement such actions.
